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Significant Changes in the Income Tax Law 
By W. H. Davipson 


(New York Office) 


The primary purpose of the 1932 
Revenue Act is to raise the amount of 
revenue required to balance the budget 
of the federal government. So far as 
the income tax is concerned, this is to 
be accomplished in major part by 
greatly increasing the rates of tax. 
These are referred to in another article 
in this issue of the JoURNAL (see page 
12). Various changes have also been 
made in administrative provisions of 
the law most of which will have the 
effect of increasing taxable incomes of 
taxpayers, principally through reduc- 
ing or eliminating deductions hereto- 
fore allowed, as for example security 
losses, or through rendering less liberal 
such provisions as those of the reor- 
ganization sections. Only the more im- 
portant changes, or those of general 
interest, are summarized herein. 


Losses from Security Transactions 


Probably the most important change 
in the income tax law relates to the 
treatment of losses from the sale of 
stocks and bonds. As under the pre- 
vious law, stocks and bonds held by 
the taxpayer for more than two years 
(unless held primarily for sale in the 
course of a trade or business) are de- 
fined as capital assets. Losses from 
the sale or exchange of such capital 
assets are treated exactly as under the 
previous law; that is, in the case of 


corporations they are deductible with- 
out limitation, and in the case of other 
taxpayers they are deductible subject 
to the 12% per cent. limitation. 

Under the new law losses from the 
sale or exchange of stocks or bonds, if 
they do not constitute capital assets, 
are allowed as deductions only to the 
extent of the gains from such sales or 
exchanges, including gains from the 
retirement of a taxpayer’s own obli- 
gations. Any losses disallowed as de- 
ductions under this provision, to the 
extent that they do not exceed the tax- 
payer’s net income for the taxable year 
may be carried forward to apply 
against gains from the sale or ex- 
change of stocks and bonds (other 
than capital assets) in the succeeding 
year. 

These restrictions upon the deduc- 
tion of losses are applicable to all tax- 
payers, including corporations, except 
(a) dealers in securities whether or 
not incorporated (as to stocks and 
bonds acquired for resale to custom- 
ers) in respect of transactions in the 
ordinary course of business, and (b) 
banks or persons carrying on the bank- 
ing business (where the receipt of de- 
posits constitutes a major part of such 
business) in respect of transactions in 
the ordinary course of such banking 
business. 

Gains or losses from short sales of 
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stocks or bonds and gains or losses 
from privileges or options are treated 
as gains or losses from the sale or ex- 
change of stocks or bonds which are 
not capital assets. 

The term and bonds” in- 
cludes notes or other evidences of in- 


“stocks 


debtedness issued by any corporation, 
other than a government or political 
subdivision, with interest coupons or 
in registered form and also includes 
investment trust certificates. 

In the case of fiscal years ending in 
1932, as elsewhere stated, the tax must 
be computed under both the 1928 and 
the 1932 laws. Consequently, taxpay- 
ers with such a fiscal year will not 
secure the full benefit of security 
losses incurred prior to January 1, 
1932 if the would be nonde- 
ductible under the 1932 law, and tax- 
payers can secure partial benefit for 
security losses incurred after January 
1, 1932 (if within the fiscal year end- 
ing in 1932) even though the losses 
would be nondeductible under the 
1932 law. In the case of fiscal years 
ending after May 31, 1932 there is 
still time to secure some tax benefit 
from security sales, even though the 
losses would not be deductible under 
the 1932 law. Whether it will be ad- 
vantageous to make such sales or to 
wait until the two-year period expires 
will depend upon the circumstances of 
sach case. 


losses 


Net Losses 


Under the previous law net (busi- 
ness) losses could be carried forward 
for two successive years. Under the 
new law net losses can be carried for- 
ward only one year. Net losses for 
the taxable year 1930 can be carried 
forward to 1931 but not to 1932. Net 
losses for the taxable year 1931 can be 
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carried forward to 1932 but not to 
1933. As under the previous law, the 
term “taxable year’? means the calen- 


dar year or, if a return is filed for a 
fiscal year or a fractional part of a 
year, it means the taxable period ended 
within the calendar year. According- 
ly, a net loss for a fiscal year ending 
in 1931 can be carried forward to the 
fiscal year ending in 1932, etc. 


Wash Sales 


Under the previous law it was pos- 
sible to avoid the 12% per cent. limi- 
tation on the deduction of capital 
losses by selling the securities, repur- 
chasing them within 30 days, and then 
reselling them. The new law provides 
that if the securities are repurchased 
within 30 days, the date of the origina! 
purchase and not the date of repur- 
chase must be used in determining 
whether the securities have been held 
for two years. It is therefore no 
longer possible to avoid the limitation 
upon the deduction of capital losses bv 
means of so-called wash sales. 


Foreign Corporations, Etc. 


In order to prevent the use of for- 
eign corporations for the avoidance 
of income taxes upon the sale of prop- 
erty, the new law provides that after- 
its enactment a foreign corporation 
shall not be considered a corporation 
within the meaning of the reorganiza- 
tion sections unless prior to the trans- 
action the Commissioner is satisfied 
that the avoidance of income taxes is 
not one of the principal purposes of 
the proposed transaction with the for- 
eign corporation. 

For the same purpose an excise tax 
of 25 per cent. of the excess of the 
value over the tax basis of securities 
is imposed on transfers of securities 
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(after the enactment of the new law) 
to foreign corporations as paid-in sur- 
plus, or to foreign trusts or partner- 
ships, unless the Commissioner is sat- 
ished prior to the transfer that it is 
not made for the purpose of tax avoid- 
ance, or unless the transferee is an ex- 


empt organization. 


Syndicates, Etc. 
Under the new law the term ‘“‘part- 
nership” is defined to include a syndi- 
cate, group, pool, joint venture or other 
unincorporated organization, through 
or by means of which any business, 
financial operation, or venture is car- 
ried on, and which is not, within the 
meaning of the Act, a trust, estate or 
corporation. This means that every 
syndicate, etc., must file an informa- 
tion return, at least annually, showing 
the income attributable to each mem- 
ber. 


Basis for Gain or Loss, Depreciation, 


Etc. 


It has been held by the Board of 
Tax Appeals under previous laws that 
if property is transferred to a cor- 
poration as paid-in surplus the basis 
for computing gain or loss on subse- 
quent sale, depreciation, etc., is the 
value of the property when paid in. 
The new law provides that if the prop- 
erty was acquired by the corporation 
after December 31, 1920, as paid-in 
surplus or as a contribution to capital 
the corporation must use the trans- 
feror’s basis. 

The previous law provided that if 
a corporation acquired property after 
December 31, 1917, in connection with 
a reorganization, and an interest or 
control of 80 per cent. or more re- 
mained in the same persons or any of 
them, the tax basis of the property 
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should be the same as the basis in the 
hands of the transferor. The new law 
reduces the percentage from 80 per 
cent. to 50 per cent. The purpose of 
the change was to make it more diffi- 
cult to step up the basis of property 
but it is manifestly inequitable in its 
application to property acquired years 
bef f the Act (any 
time after December 31, 1917) in bona 


before the passage 


fide business reorganizations. 

The previous law provided that the 
basis of property should be adjusted 
for any expenditure, receipt, loss, or 
other item, properly chargeable to cap- 
ital account. The courts have held 
that interest or taxes on unproductive 
property were not properly chargeable 
to capital account and the Treasury 
has provided by regulation that all such 
charges paid or incurred after August 
6, 1931 cannot be capitalized as part 
of the cost of the property. The new 
law provides that there may be in- 


cluded in the cost of property taxes 
and other carrying charges on unim- 
property, 
provided that the taxpayer has not 


proved and unproductive 
| 

taken such charges as deductions in 
determining net income for the taxable 
year or prior years. 

Under the new law the basis of 
property must be reduced by deprecia- 
tion, depletion, etc. allowable since 
February 28, 1913 but not less than 
The latter pro- 
vision is new and was designed to pre- 
vent taxpayers from claiming that they 
have been allowed excessive deprecia- 
tion, depletion, etc., after the statute 
of limitations has run against the year 
in which the excessive amounts were 
allowed. 

Under the prior law the amount of 
depletion to be 
basis oft 


the amount allowed. 


applied against the 


property could not exceed 











depletion computed without reference 
to discovery value or to percentage de- 
pletion. The new law does not change 
this provision with respect to depletion 
allowed for years prior to the taxable 
year 1932 but provides that all deple- 
tion allowed for the taxable year 1932 
and subsequent years, whether on dis» 
covery value or as percentage deple- 
tion must be applied against the basis 
of the property. However, the new 
law as well as the prior law permits 
taxpayers to continue to deduct per- 
centage depletion even though the basis 
of the property has been fully recov- 
ered in depletion charges, and permits 
the deduction of discovery depletion 
until the discovery value has been re- 
covered. 


Depletion 


Heretofore, in the case of oil and 
gas wells depletion could be computed 
as a percentage of the gross income 
from the property, at the taxpayer's 
option, but the percentage method of 
depletion was not allowed in the case 
of other natural resources. In the new 
law the percentage method is made ap- 
plicable to coal, metal and = sulphur 
mines. The allowances, 
based upon the gross income from the 
property, are 5 per cent. in the case of 
coal mines, 15 per cent. in the case of 
metal mines, and 23 per cent. in the 
case of sulphur mines or deposits. The 
new law provides that in the case of 
oil and gas wells as well as coal, metal 
and sulphur mines there shall be ex- 
cluded from the income upon 
which the percentage depletion is com- 
puted an amount equal to any rents or 
royalties paid or incurred by the tax- 
payer in respect of the property. As 
in the case of oil and gas wells the al- 
lowable percentage depletion must not 


percentage 


gross 
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exceed 50 per cent. of the taxpayer's 
net income from the property. 

For the years 1932 and 1933, in the 
case of coal, metal and sulphur mines 
taxpayers have an option of computing 
depletion as under the previous law or 
by the percentage method. In the 1933 
return the taxpayer must state as to 
each property whether or not he elects 
to compute depletion by the percentage 
method in succeeding years and he is 
bound by such election. If he does not 
make such a statement in the 1933 re- 
turn, depletion can not be computed 
by the percentage method in succeed- 
ing years. If the first return is filed 
for a year subsequent to 1933 the state- 
nent of election must be made with 
such return. If the property is ac- 
quired after December 31, 1933 and if 
under the law the taxpayer is required 
to use the basis of the transferor or 
donor or the basis of other property 
previously held, then the depletion 
must be computed by the percentage 
or other method which would 
applicable to the transferor, 
donor or the property previously held. 


have 
been 
Depletion based upon discovery 
value will no longer be allowed in the 
case of metal, coal or sulphur mines. 
Discovery depletion will be allowed in 
the case of mines other than metal, 
coal or sulphur, since such other mines 
will not be entitled to percentage de- 
pletion. 


Consolidated Returns 
The new law provides that if con- 
solidated returns are filed for the tax- 
able years 1932 and 1933 an additional 
tax shall be payable of 34 of 1 per 
cent. Taxpayers will undoubtedly 


have a new right of election to file 
separate returns or a consolidated re- 
turn for the taxable year 1932. 


The 
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present regulations provide that tax- 
payers shall have a new election if 
the regulations are changed and the 
regulations must necessarily be 
changed to accord with the new law. 
The provision in the new law that an 
affiliated group shall have the privilege 
of making a consolidated return for 
the taxable year in lieu of separate re- 
turns may also be construed to grant 
a new election. In any case the Treas- 
ury may be expected to grant volun- 
tarily the privilege of a new election 
in view of the increased rate. 
Distributions by Corporations 


Distributions from a depletion re- 
serve based upon discovery value of a 
mine have heretofore been treated as 
a return of capital to the stockholders ; 
that is, they have not been taxable as 
dividends but have been applied against 
the tax basis of the stock. Under the 
new law such distributions are taxable 
as ordinary dividends. 

The new law also provides that the 
basis of stock must be reduced by any 
tax-free distributions received in prior 
years. Under the previous law it was 
necessary to reduce the basis only if 
the law in effect at the time the distri- 
butions were made so provided. 

Under the new law dividends paid 
by a corporation which is exempt from 
tax are taxable when received by a 
corporation and are subject to both 
normal and surtax when received by 
an individual. 

The $300 exemption of dividends or 
interest received from building and 
loan associations has been eliminated. 

Credit for Foreign Income Taxes 

The previous laws contained a limi- 
tation upon the credit allowable for in- 
come taxes paid to foreign countries. 
The credit could not exceed the pro- 


portion of the United States tax which 
the net income from all sources with- 
out the United States bore to the en- 
tire net income. In the new law there 
is a further limitation to the effect 
that the credit for a tax paid to a par- 
ticular country shall not exceed the 
proportion of the United States tax 
which the net income from that parti- 
cular country bears to the entire net 
income. ‘This change prevents a tax- 
payer from securing a credit for a par- 
ticular foreign tax at a higher rate 
than the United States tax rate on ac- 
count of deriving income from some 
other country which has no income tax 
or has an income tax at a rate lower 
than the United States rate. 

Under previous laws any portion of 
foreign income taxes not allowed as a 
credit (because of the limitation upon 
such credit) was allowed as a deduc- 
tion from taxable income. Under the 
present law if a taxpayer claims any 
credit whatever against the United 
States tax for taxes paid 
abroad no deduction of foreign income 
taxes is permitted from taxable in- 
come. 


income 


Transmission of Installment Obliga- 
tions at Death 

Where a decedent was reporting in- 
come upon the installment plan the 
previous law provided that at his death 
the unrealized profit became taxable, 
based upon the fair market value of 
the installment obligations. The new 
law provides that the unrealized profit 
does not become immediately taxable 
if a bond is filed, conditioned upon the 
return as income by the person col- 
lecting the installment payments of 
the same proportion of the payments 
as would have been returnable by the 
decedent had he lived. 

(Continued on Page 20) 
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1? 


Lhe term “new 


taxes here 


intended to mean taxes and 


be collected under the Revenue Act of 


1932 


2 which were not imposed by the 
Revenue Act of 1928. While many 
ot these taxes are merely being re- 


nse that they 


Provisions oO} pre 


vived, in the s¢ were em- 


bodied in ‘vious in- 





ternal revenue acts which were re- 
pealed, several of the new levies, nota- 
bly on electrical energy ind 
on ga represent an extension of 
the sources from which federal taxes 
have heretotore been derived. it is 
ilso notable that, for the first time in 
recent legislation, tariff duties on im- 
ports and increased postal rates have 


] 
been laid in an internal revenue 
| 


\lthough the new estate tax rates 
are more than double the tax levy un- 
der tl h 


the previous law, and the excess 
over the previous rates is not subject 
credit f 


to any for inheritance taxes paid 


to the various states, and the tax im- 


posed begins with a net estate of 
O00 as compared with $100,000 pre- 
viously, the estate 
the 1932 law, since it has been imposed 


$50,- 


tax is not new in 


continuously since 1916. 
Gift Tax 


The 1932 Act imposes a tax on net 
gifts after an exemption of $50,000. 
The tax ranges from a rate of 34 of 1 


per cent. on gifts having a net value 
of $10,000 to a maximum of 33% per 


cent. upon gifts having a value of 
$10,000,000 or more. The purpose of 
the gift tax is said to be to prevent 
evasions of the estate tax levy and the 
gift tax rates are an average differen- 
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tial of about 25 per cent. less than 
the estate tax. This tax is a revival 


of the gift tax provided by the Reve- 
nue Act of 1924 which was repealed by 
the Revenue Act of 1926. The new law 
provides that when property is trans- 
ferred for less than an adequate and 
full consideration in money or money’s 
worth, the amount by which the value 
of the property exceeds the value of 
the consideration shall be deemed to be 
a gift upon which the tax shall be 


As to gifts made in property, the value 


laid. 
at the. date of the gift is to be consid- 
ered the amount of the gift. 

departure from the gift 
the 1924 Act is that 


the new tax is to be computed on the 


\ notable 
tax imposed by 


sum of the net gifts for 


aggregate 
the taxable year, 
the net cifts 
calendat covered by the 19. 
Act. That is, the 
puted on the aggregate sum of all the 


plus the aggregate of 
in each of the precedit 
years ‘ 
tax is to be com- 
net gifts of prior years, plus the ag- 
eregate of the net gifts of the taxable 
year, and an adjustment is to be made 
for the tax paid on the net gifts of 
the preceding years. 

The gift tax applies whether the 
transfer of trust or 
whether the gift is direct or 


property 1S in 
otherwise, 
indirect, and whether the property is 
real or personal, tangible or intangible. 
However, in the case of a non-resi- 
dent alien it is only on transfers of 
property situated in the United States. 
This tax does not apply to a revocable 
trust, but 


transfer of property in 


should this power of revocation be re- 
linquished at any time, the value of 
the property at the date of relinquish- 
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ment becomes subject to the gift tax. 
Income paid to a beneficiary of a re- 
vocable trust, other than the donor, is 
considered to be a transfer by the 
donor of [ 


The 


is June 7, 


such income by gift. 
effective date of t 


1932. 


he gift 


Phis is to be 


tax 
a perm- 
anent tax. It is laid on the donor and 
is deductible in his income tax return 
but is a lien upon the transfered prop- 
a tax has been paid under the 
\ct of 


upon the 


erty. If 
ceift tax 


which, 


on property 
the donor, 
included in the value 


death of 
is required to be 
of the 


+ 


the purpose of 


eross estate of the decedent for 
the estate tax, it is pro- 
shall be 
against the estate tax so much of 
the 
included in 


credited 
the 
gift tax paid upon the 
the 


vided that there 
amount of 
property estate 
which 
ratio to the estate tax 
(at the time of the gift 
time of death, whichever is 
much of the property 
which constituted the oift as is included 
in the gross estate, bears to the value 
The amount 
of gift tax which may be so used as 


STOsSs 
as does not exceed an 


| ] 
' 


amount 
rears the same 
is the 
or the 
lower) of so 


alie 
Value 





of the entire gross estate. 


against estate tax is to be de- 
ratio to the total 
gift tax paid for the year of the gift 


a credit 


termined in the same 


as the value of the property subject 
to the total 
(computed without 


bears amount 


to estate tax 
vifts 


—< 


deduction of the 


‘ of such net 
specific exemption ) 
year and adjustment is to be 

the credit allowed in- 


heritance taxes paid to the various 


for such 


made for for 





states. 

The tax is on “net gifts’ and that 
term is defined to mean “the total 
amount of gifts made during the cal- 
endar year, the deductions 
vided.” It is provided, however, that 
in the case of gifts made to any person 


less pro- 
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the calendar 


shall not 


during 


the donor 
include in the total gifts for 


year, 
- the first $5,000 given to such 


In addition to the specific exemption 
of $50,000 in the 
1932 Act allows as deductions in com- 
the net gifts for any calendar 


ageregate 


amount, 


cifts which are allowable deduc- 
tions for individuals under the income 
tax law, 


such as charitable contribu- 


tions, etc. 
Manufacturers Excise Taxes 


\ general sales tax was the subject 


yf vigorous agitation as far back as 
1921 when it was proposed as a sub- 
stitute for the excess profits tax. It 
was, however, never actually presented 


ro: 4 could not get the 
House Ways and 
When the 1932 
consideration the 


Committee 


‘ongress as it 


ndorsement of the 
Means Committee. 
1 
under 
louse Ways and Means 
recommended a general manufacturers 
} 


excise tax at a flat rate which differed 
from a general sales tax in that the 
tax was proposed to be levied only 
upon sales by manufacturers and pro- 
ducers \s originally introduced the 


manufacturers excise tax con- 


tained few exemptions, but after en- 
countering opposition in the House the 
the 


clothing. 


Committee modified measure to 
The 
measure was nevertheless rejected by 
the As a the 


general manufacturers Congress 


11 


exempt all food and 


substitute for 
tax 
adopted a series of taxes at varying 


House. 


rates upon specific commodities. 


These taxes are laid upon the manu- 
facturer, producer or importer, as the 
case may be, and become effective on 
June 21, 1932. In general they are to 
remain in effect until and including 
June 30, 1934. The taxes on tires and 








inner tubes and on automobiles and 
automobile accessories are to remain 

in effect until and including July 31, 

1934 but the tax of 1 cent per gallon 

on gasoline is limited to and including 

June 30, 1933. The articles taxed 

under this title are the following: 

1. Lubricating Oils, 4 cents a gallon. 
Applies to sales by manufacturers and 
importers, but not to the importation 
of lubricating oils. 


2. Brewers’ Wort, 15 cents a gallon. 
Malt Syrups, Liquid and Extract, 3 cents 
a pound. 
3. Grape Concentrates, 20 cents a gallon. 


> 


Importations of Crude Petroleum, % cent 
per gallon. 

Importations of Fuel Oil derived from 
petroleum, gas oil derived from petro- 
leum, and all liquid derivatives of crude 
petroleum, except lubricating oil and 
gasoline or other motor fuel, 1% cent 
per gallon. 

Importations of Gasoline or Other Motor 
Fuel, 2% cents per gallon. 

Importations of Lubricating Oil, 4 cents 
per gallon. 

Importations of Paraffin and other petro- 
leum wax products, 1 cent per pound. 

5. Importations of Coal (except culm and 
duff), coke manufactured therefrom, 
and coal or coke briquettes, 10 cents 
for 100 pounds. 

This tax will apply only if during 
the preceding calendar year the 
exports of the articles described 
from the United States to the 
country from which such article is 
imported have been less in quan- 
tity than the imports into the 
United States from such countries 
of the articles described. 

6. Importations of Lumber, $3 per M feet 
board measure. 

7. Importations of Copper-bearing Ores and 
Concentrates, and certain other copper 
articles, 4 cents per pound on the cop- 
per contained therein; some copper 
articles, 3 cents per pound, and some 3 
per cent. ad valorem or %4ths of 1 
cent per pound whichever is lower. 

8. Tires and Inner Tubes, 2% cents a pound 

on total weight of tires (exclusive of 

rims or rim bases) and 4 cents a pound 
on inner tubes. 





Toilet Preparations, Etc., 10 per cent. of 
the selling price. Except tooth and 
mouth washes, dentifrices, tooth pastes 
and toilet soaps, which bear a 5 per 
cent. tax. 

Furs: Sales of articles made of fur on 
the hide or pelt, or of which any such 
fur is the component material of chief 
value, made by the manufacturer, pro- 
ducer or importer bear a tax of 10 per 
cent. of the selling price. 

Jewelry, 10 per cent. of the selling price. 
There are excluded sales of any articles 
used for religious purposes, or any 
article (other than watch parts or 
clock parts) sold for less than $3. 

Automobiles, Etc.: 

(a) Automobile trucks, 2 per cent. of 
the selling price. 

(b) Other automobiles and motor- 
cycles, except tractors, 3 per 
cent. of the selling price. 

(c) Parts or accessories sold sepa- 
rately (other than tires and 
inner tubes), 2 per cent. of the 
selling price. 

Radio Receiving Sets, Phonograph Rec- 
ords, Etc., 5 per cent. of selling price. 

Mechanical Refrigerators, 5 per cent. of 
the selling price. 

Sporting Goods, 10 per cent. of the sell- 
ing price. 

Firearms, Shells and Cartridges, 10 per 
cent. of the selling price upon all such 
articles with the exception of pistols 
and revolvers, which already bear a 
special federal tax. 

Cameras, 10 per cent. of the selling price. 

Matches, 2 cents per 1,000 matches, but 
upon the sale of paper matches in 
books the tax is ™% cent per 1,000 
matches. 

Candy, 2 per cent. of the selling price. 

Chewing Gum, 2 per cent. of the selling 
price. 


. Soft Drinks, Various rates from 1% to 6 


cents per gallon. 

Electrical Energy: This tax is at the 
rate of 3 per cent. of the amount paid 
for electrical energy for domestic or 
commercial consumption. It is to be 
paid by the person paying for such 
electrical energy, but is to be collected 
by the vendor. A specific provision is 
made that the tax shall not be imposed 
for electrical energy furnished to the 
United States or to any state or terri- 














tory or political subdivision thereof or 
the District of Columbia, but electrical 
energy furnished by a _ municipally 
owned and operated plant to consumers 
and paid for by such consumers is sub- 
ject to the tax. This tax will be de- 
ductible in the income tax returns of 
the consumers and not by the corpora- 
tions furnishing the electrical energy. 

23. Gasoline: A tax of 1 cent a gallon on 
sales by an importer or by a producer 
of gasoline, except sales to a producer 
of gasoline. 

General: In the case of all articles 
on which a manufacturers’ excise tax 
is imposed, with the exception of tax 
on electrical energy, the levy is on the 
manufacturer, importer or producer 
and not upon the consumer, and is 
based upon the manufacturer’s, im- 
porters or producer’s selling price. 
Therefore, the Treasury will probably 
hold that only the manufacturer, im- 
porter or producer is entitled to de- 
duct the tax for income tax purposes, 
even though the consumer may directly 
or indirectly pay the tax as part of the 
cost of the article. 

For the purpose of this tax, the 
lease of an article is to be considered a 
sale. In determining the selling price, 
any charge for coverings and contain- 
ers and any charge incident to packing 
the article ready for shipment is to be 
included but the tax is to be excluded, 
whether or not stated as a separate 
charge. 

In the case of (1) a lease, (2) a 
contract for the sale of an article 
wherein it is provided that the price 
shall be paid by instalments and title 
to the article sold does not pass until 
a future date notwithstanding partial 
payment by instalments, or (3) a con- 
ditional sale, there is to be paid upon 
each payment with respect to the 
article that portion of the total tax 
which is proportionate to the total 
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amount to be paid represented by such 
payment. 

With the exception of tires and 
inner tubes and furs, no tax is imposed 
on an article sold for further manu- 
facture or production, but if the ven- 
dee resells the article sold to him free 
of tax, he will be considered the manu- 
facturer or producer of such article. 

If, prior to May 1, 1932, any person 
made a bona fide contract for the sale, 
aiter the tax takes effect; of an article 
on the sale of which a manufacturers’ 
excise tax is imposed by the 1932 Act, 
and such contract does not permit the 
adding to the contract price of the 
whole of the tax, then (unless the con- 
tract prohibits such addition) the ven- 
dee must, in lieu of the vendor, pay 
so much of the tax as is not so per- 
mitted to be added to the 
price. 


contract 


Miscellaneous Taxes 


1. Telegraph, Telephone, Radio and 
Cable Facilities: The tax is laid on 
these facilities as follows: 

(A) Upon telephone conversations 
the rate of tax is on the cost of the 
calls, as follows: 


Cost Tax 
50 cents—99 cents.. 10 cents 
$1—$1.99 ......... 15 cents 
$2 or more ........ 20 cents 


(B) Upon telegraph dispatches and 
messages, 5 per cent. of the charge for 
the message. 

(C) Upon cable and radio 
patches and messages, 10 cents. 

(D) Upon leased wires or talking 
circuit special service, 5 per cent. of 
the sum paid therefor. 

2. Admissions Tax: 


dis- 


The 


tax is 


one cent for each 10 cents or fraction 
thereof of the amount paid for admis- 
sion to any place, including admission 
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by season ticket or subscriptions, ex- 
cept in cases where the amount paid 
for admission is than 41 cents. 
This tax is to be paid by the person 


less 


paying for such admission and there- 
fore will be deductible by him in his 
income tax return. 

This is not strictly speaking a new 
tax, but the 1932 Act applies the tax 
much more widely than the previously 
existing rate of 1 cent for each 10 
cents or fraction thereof when the ad- 
mission paid is more than $3. 

Bonds: <A stamp tax 
of 10 cents per $100 of face value or 
fraction thereof, 


a Issues ot 


as compared with a 
previous rate of 5 cents. The new Act 
contains the curious provision that this 
tax shall not apply to securities of this 
character sold in instalments each of 
less than 20 per cent. of the cash price. 
This tax is reduced to 5 cents on July 


1, 1934. 


+. Issues of Stocks: A stamp tax 
of 10 cents per share on each $100 of 
par or face value as compared with a 
previous 5 cents per share. A tax of 
10 cents per share, as compared with a 
previous tax of 5 cents per share, on 
stock of no par value, unless the actual 
value is in excess of $100 per share, in 
which case the tax shall be 10 cents 


(previously 5 cents) on each $100 
value thereof, or unless the actual 
value is less than $100 a share, in 
which case the tax shall be 2 cents 


(previously 1 cent) on each $20 of 
actual value. This tax is reduced to 5 
cents on July 1, 1934. 

5. Transfers, Sales, Etc.., of Stocks: 
A stamp tax of 4 cents (previously 2 
cents) on each $100 of par or face 
value or fraction thereof of the certi- 
ficate. On shares without par or face 
value, the rate is 4 cents on each share. 
Where the selling price, if any, is $20 


or more per share, the rate is 5 cents 
instead of is to be 
computed on the certificate and not 


upon each separate share. 


+ cents. The tax 
It is made 
to apply to loaned stocks as well as 
those transferred 
ation. 


for actual consider- 
Loaned stocks were not previ- 
ously taxable. The above rates 
reduced to 2 cents on July 1, 1934. 

6. Transfers, Sales, Etc., of Bonds: 
This is a new stamp tax of 4 cents on 
each $100 of value or fraction 
thereof. It is provided that this tax on 
bonds is not to apply where the bonds 
are transferred 


are 


face 


in connection with a 
reorganization, if any of the gain or 
loss from the exchange is not recog- 
nized under the income tax law of the 
same year, and also that the tax on 
transfers of stocks or bonds shall not 
be imposed upon deliveries from a 
fiduciary to a nominee of such fidu- 
ciary, if they are to be held by such 
nominee for the same purpose for 
which they would be held if retained 
by such fiduciary. 

This 
is also a new stamp tax and provides 


7. Real Estate Conveyances: 


for stamps, on deeds or any evidence 
in writing where real estate is trans- 
ferred, at the rate of 50 cents on the 
value involved between $100 and $500, 
and 50 cents for each additional $500 
or fractional part thereof. This tax is 
not applicable to any instrument given 
to secure a debt. 

8. Sales of Produce for Future De- 
livery: This is a stamp tax of 5 cents 
on each $100 value of the sale of prod- 
uce for future delivery. The rate will 
be reduced to the former rate of 1 


cent on July 1, 1934. 

9. Transportation of Oil by Pipe 
This is also a new tax at the 
rate of 4 per cent. on the carriage 
charges on the transportation of crude 


Line: 
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petroleum and liquid products by pipe 
line, applicable the 


even where pipe 


line is owned by the receiver of the 
oil. This tax is to be paid by the 
transportation company. 


10. Leases of Sate 


This is a new tax of 10 per cent. of 


2 » 
Deposit Boxe S 


the amount paid for rentals of safe de- 
posit boxes on and after June 21, 1932, 
to be collected from the person renting 
the box by the lessor. 

11. Checks, Etc.: This tax is new 
to internal revenue procedure. A stamp 
tax on checks was imposed during the 
war of the United States with Spain, 
but was repealed soon after the termi- 
nation of that war. The new tax is at the 
rate of 2 cents upon each check, draft, 
or order for the payment of money, 
drawn upon any bank, banker or trust 
company. It is to be paid by the maker 
or drawer from whom it is to be col- 
lected by the drawee, which will have 
the duty of paying over such collec- 
tions to the Collector of Internal Rev- 
enue. The tax will, therefore, be de- 
ductible for 
the drawer. 

12. Use of Boats: This tax will be 
imposed upon the use of yachts, pleas- 
ure boats, power boats, sailing boats 
and motor boats with fixed or outboard 
engines not used exclusively for trade, 
or national defense, at the fol- 
lowing rates: 


income tax purposes by 


fishing, 


Length Tax 

Over 28 feet and not over 50 feet $ 10 
| i “ 1c. C* 40 

n~ * * ee 100 
mes ” “ 2 * 150 

200 “ 200 


If the boat in question is foreign 
built and was not owned on January 1, 
1926, by a citizen of the United States 
or by a domestic partnership or corpo- 
ration, the tax is twice the ordinary 
rate. 
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Transfers to Avoid Income Tar: 
A special excise tax is imposed upon 
the transfer of securities to foreign 
organizations for the avoidance of in- 
This discussed in 
connection with the income tax amend- 
ments (see page 2). 
Postal Rates: The first 
rate which heretofore has been 2 cents 
fraction thereof will be 


ounce or 


come tax. tax: is 


class mail 


per ounce or 
2 + 
> cents per 


fraction thereof. 
There is a further provision that the 
ulvertising portion of 


entered 


any publication 
as second class matter, subject 
to the zone rates of postage under ex- 
isting law, shall pay increased postal 
rates. . 

[i ffective Dates: \Vith the 
the taxes referred to in the 
sentence, the hereinafter 
enumerated become effective on June 
21. W932. 

The tax on boats becomes effec- 
tive on July 1, and that on 
fers to avoid income 


excep- 
tion of 


next taxes 


trans- 
taxes became ef- 
1932. 
in first class postal rates becomes ef- 
fective July O 
tain second cli 


as 
effective July 1, 


fective on June 6, The increase 
and the increase in cer- 
s postal rates becomes 
1932. 

The taxes on communication facil- 
ities, transfers and sales of bonds, real 
estate conveyances, oil pipe line trans- 
portation, checks, and use of boats con- 
tinue only until June 30, 1934. The 
increased postal rates also apply only 
until that date. 

The taxes on 
bonds and of 


admissions, issues of 
transfers and 
sales of stocks, and sales of produce 
for future delivery continue after June 
30, 1934, but at reduced rates. 

No period of limitation has been 
set with respect to the taxes on lease 
of safe deposit boxes and on transfers 
to avoid income taxes. 

(Continued on Page 20) 


stocks, 





Credit for Dependents: The amount re- 
mains the same, viz. $400. The 1932 Act 
provides that it shall be prorated if there is 

change in status during the year, in ac- 
ordance with the number of months before 
and after such change. 











JOUER AL 


Rates of Tax Under the Revenue Act of 1932 


By JouHn J. CORDNER 
(New York Office) 


Income Tax on Individuals 

Citizens and Residents: The rates 
of tax imposed under the Revenue Act 
of 1928 have been so greatly increased 
under the new law that they are remi- 
niscent of the rates in effect during the 
World War and the immediate post 
years. In fact, the normal taxes on 
individuals have been restored to the 
rates in force directly after the close 
of the war, and the maximum surtax 
rate of 55 per cent. under the 1932 Act 
is almost three times that of 20 per 
cent. in effect under the 1928 Act and 
compares with a maximum rate of 65 
per cent. under the 1918 Act. At the 
same time that tax rates have been in- 
creased, the personal exemptions have 
reduced from $3,500 to $2,500 
for a married person living with hus- 
band or wife and for heads of families, 
and from $1,500 to $1,000 for single 
The credit of $400 for each 
dependent remains unchanged. 

The normal tax rates are 4 per cent. 
on the first $4,000 of net income in ex- 
cess of credits and 8 per cent. on the 
remainder. 

The surtax rates imposed under the 
new law begin at 1 per cent. on in- 
comes between $6,000 and $10,000 and 
end with a maximum of 55 per cent. 
on incomes in excess of $1,000,000. 
3etween $10,000 and $100,000 the sur- 
tax rate progresses 1 additional per 
cent. for each $2,000 of additional net 
income, excepting between $20,000 


been 


persons. 


and $22,000 where the rate increases 
by 2 per cent. over the 6 per cent. ap- 
plicable to the preceding $2,000, and 
between $32,000 and $36,000 where 
the rate also increases 2 per cent. in- 


stead of 1 per cent. and the increased 
rate applies to $4,000 instead of to the 
usual step of $2,000. On the $2,000 
from $98,000 to $100,000 the rate is 
47 per cent. Above $100,000 the 
progression is as follows: 


$100,000 to $ 
150,000 to 


150,000 48 per cent. 
200,000 49 Do 


200,000 to 300,000 50 Do 
300,000 to 400,000 51 Do 
400,000 to 500,000 52 Do 
500,000 to 750,000 53 Do 
750,000 to 1,000,000 54 Do 
Over $1,000,000 5s Do 


The disparity between the 1928 and 
1932 rates is rendered even greater on 
incomes from personal services up to 
$30,000 by the elimination of the 
“Earned Income” provision from the 
1932 Act. All revenue laws since 1924 
provided for reduction of 25 per cent. 
on taxation of some portion of earned 
incomes. The 1924 law limited the ap- 
plication of this provision to earned in- 
comes of $10,000. The 1926 law 
raised the limitation to earned incomes 
of $20,000 and the 1928 law increased 
the limit to earned incomes of $30,000. 
The 1932 law allows no credit what- 
ever in this respect. 

The following table shows the in- 
come tax under the Revenue Act of 
1932, of a married resident individual 
with two dependents, compared with 
the tax on the same amounts of income 
under the 1928 Act. The taxes are 
computed on illustrative amounts of 
net income ranging from $3,500 to 
$1,100,000. In the computation of the 
tax under the 1928 law, it is assumed 
that net income up to $30,000 is 
“earned” : 
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Revenue 
Act of 1932 


Revenue 
Act of 1928 


‘ombined Combined 


Normal Normal 
Amount ot ind and 
Net Surtax Amount Surtax Amount 
Income Rates of Tax Rates of Tax 
$ 3500 *0 $ 0 4 $ 8.00 
4,500 1% 225 4 48.00 
7,500 1% 36.00 9 191.00 
10,000 3 83.25 9 416.00 
12,000 4 143.25 10 616.00 
16,000 7 333.75 12 1,076.00 
20,000 9 588.75 14 1,616.00 
30,000 3 1,458.75 20 3,416.00 
40,000 15 2,878.75 25 5,736.00 
50,000 18 4,558.75 30 8,536.00 
60,000 20 6,478.75 35 11,836.00 
75,000 23 9,788.75 43 17,726.00 
100,000 25 is7aaco 86S 30,036.00 
200,000 25 40,738.75 57 86,536.00 
300,000 25 65,738.75 58 144,536.00 
400,000 25 90,738.75 59 203,536.00 
500,000 25 115,738.75 60 263,536.00 
750,000 25 178,238.75 61 416,036.00 
1,000,000 25 240,738.75 62 571,036.00 
1,100,000 25 265,738,75 63 634,036.00 
_*Before ipplying ‘‘Earned Income” reduction of 
25 per cent 


The rate of 12% per cent. on cap- 
ital net gain is continued under the new 
law. On account of the much higher 
normal and surtax rates imposed under 
the new law, the point at 
which it becomes advantageous to re- 
port profits from the sale of securities 
held over two years as capital gain in- 
stead of subjecting such profits to 
normal and surtax rates, is reached 
much sooner under the 1932 law than 
under the 1928 law. 

Under the earlier law a tax rate 
equal to 12% per cent. of the net in- 
come did not apply until the net in- 
come exceeded $28,000. If the net in- 
come, including capital net gains, ex- 
ceeded this amount, the capital gains 
tax of 12% per cent. on such excess 
would be lower than the tax at normal 
and surtax rates. Under the 1932 law 
this point will be reached upon net in- 
come of only $16,000. 


however, 
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Nonresident Aliens: Income de- 
rived by aliens resident in Canada or 
Mexico from personal services ren- 
dered in the United States is subject 
to the same rates of tax as the income 
of resident individuals. 

All other nonresident aliens are sub- 
ject to a normal tax of 8 per cent. in 
addition to the regular surtax on all 
taxable income received from sources 
within the United States. 

The personal exemption for all 
aliens is $1,000 under the 1932 law. It 
was $1,500 under the former law. 

The exemption of $400 for each de- 
pendent is allowed to aliens, resident 
in a contiguous country. Other aliens 
do not receive this exemption. 

In the case of citizens whose income 
is derived chiefly from sources with- 
in possessions of the United States and 
who take advantage of Section 251 
exempting such income from the tax, a 
personal exemption of $1,000 only is 


allowed and no credit is allowed for 
dependents. 
Estates and Trusts: The same 


rates of income tax imposed on indi- 
viduals are also applied to the net tax- 
able incomes of estates and trusts. The 
specific credit allowed is $1,000. 

Income Tax on Corporations: The 
tax rate for all corporations, including 
insurance companies, is fixed under the 
1932 law at 1334 per cent. of the tax- 
able net income. 

As heretofore, domestic corpora- 
tions are permitted to make consoli- 
dated returns if such corporations are 
affliated within the meaning of the 
Act. However, for the privilege of 
filing consolidated returns for the 
years 1932 and 1933 an additional tax 
rate of 34 of one per cent. is imposed 
by the new law. 

No specific credit is allowed to any 
corporation under the new law. 








Estate Tax: The exemption is reduced 
to $50,000 under the 1932 Act. However, in 
determining the amount upon which the 80 
per cent. credit is computed, the exemption 
of $100,000 in the 1926 Act must be used. 
This, of course, makes the credit smaller 
than it would be with a $50,000 exemption. 

















Estate Tax 


The new rates range from 1 per 
cent. estates up to $10,000, to 
45 per cent. on net 
$10,000,000 


on net 


estates of over 


Che specific exemption of $100,000 
allowed under the former law has been 
reduced under the new law to $50,000. 


Che credit of state estate taxes ap- 





“1 against the federal tax to the ex- 
tent of 80 per cent. of the latter has 
been continued under the 1932 law, but 


ulowed only on the basis of the rates 


Exemption: 1926 law 


1932 law 


Value of net estate 
iter deducting exemption) 

$ 0 to $ 10,000 
Over 10,000 Do 20,000 
Dx 20.000 Do 30,000 
Do 30,000 Do 40,000 
Do 40,000 Do 50,000 
Do 50.000 Do 100,000 
Do 100,000 De« 200,000 
Do 200,000 Do 400,000 
Do 400,000 Do 600,000 
Do 600,000 Do 800,000 
Do 800,000 Do 1,000,000 
Do 1,000,000 Do 1,500,000 
Do 1,500,000 Do 2,000,000 
Do 2,000,000 Do 2,500,000 
Do 2.500.000 Do 3,000,000 
Do 3,000,000 Do 3,500,000 
Do 3,500,000 Do 4,000,000 
Do 4,000,000 Do 4 500,000 
Do 4,500,000 Do 5,000,000 
Do 5,000,000 Do 6,000,000 
Do 6.000.000 Do 7,000,000 
Do 7,000,000 Do 8,000,000 
Do 8,000,000 Do 9,000,000 
Do 9,000,000 Do 10,000,000 


10,000,000 


imposed by the Revenue Act of 1926. 
In computing this credit, therefore, it 
will be necessary to compute the estate 
tax under the Revenue Act of 1926, 


thea tot eaeeee ae £ 





po-Vacevate sos 
> 


The following table shows the rates 


Peo rte 


and amounts of tax applicable to net 


estates under the Revenue Act of 
1932. The amount of tax shown in 
each case is based on the maximum 


value of the net estate in each bracket. 
The rates and amounts under the 1926 
law are also included for comparison : 


$100,000 
50,000 


1926 Law 1932 Law 


Nate Amount Rate Amount 
of Tax of Tax of Tax of Tax 
] $ 100 l $ 100 
l 200 2 300 
1 300 3 600 
l 400 4 1,000 
l 500 5 1,500 
2 1,500 7 5,000 
3 4.500 9 14,000 
4 12,500 11 36,000 
5 22,500 13 62,000 
6 34,500 15 92,000 
7 48,500 17 126,000 
8 88,500 19 221,000 
9 133,500 21 326,000 
10 183,500 23 441,000 
11 238,500 25 566,000 
12 298,500 27 701,000 
13 363,500 29 846,000 
14 433,500 31 1,001,000 
14 503,500 33 1,166,000 
15 653,500 35 1,516,000 
16 813,500 37 1,886,000 
17 983,500 39 2,276,000 
18 1,163,500 41 2,686,000 
19 1,353,500 43 3,116,000 
45 














Gift Tax: The exemption is $50,000. In 
view of the fact that the tax is based on the 
cumulative gifts, the exemption of $50,000 
may have to be figured each year; but there 
is only one $50,000 exemption for all gifts 


made after the date of the passage of the 
Act. 

The law further provides that in the case 
of gifts (other than of future interests in 
property) the first $5,000 given to any per- 
son in any calendar year may be excluded 
from the taxable gifts. 


























Gift Tax 


The gift tax applies to all gifts made 
after the passage of the Revenue Act 
1932). <A specific 
exemption of $50,000 against the 


of 1932 (June 6, 
ag- 
gregate value of the gifts is granted 
for each calendar year* The tax rates 
range from of one per cent. on net 
gifts of $10,000 or less to 33% per 
cent. on net gifts aggregating over 
$10,000,000. It noted that 
the tax on each year’s gifts is cumu- 
lative and into the 
brackets as the total value of 


l 
should be 


higher 
all gifts 


advances 


increases from year to year. 
Example: A 


taxable 


net 
gifts during the year 1932, 
totalling $100,000, upon which he pays 


taxpayer makes 


a tax of $3,625. 
1933 he makes: further net tax- 
able gifts also totalling $100,000. The 
tax on 1933 gifts will be computed as 
follows: 


During the calendar 
year 


Net gifts 1932 $100,000 
Do 1933 100,000 
Tax on aggregate 
net gifts of $200,000 = $10,125 
Less tax on net giits of 
100,000 for 1932 3.625 


Tax payable for 


Taxes on Gifts: The following table 


tax on the 


various 


shows the rates of 








brackets and the amount of eilt tax. 


The amounts of tax shown are com- 
puted on the maximum value in each 


bracket : 


Exemption for all gifts $50,000 
Per Total 
Net Giits Cent. Tax 

$ 0 to $ 10,000 4 «S$ 75 
10.000 to 20.000 ] 225 
20.000 to 30.000 2% 450 
30.000 to 40,000 3 750 
40,000 to 50,000 334 1120 
50.000 to 100.000 5 3,625 
100.000. to 200,000 614 10,125 
200.000 to 400,000 8 26,125 
400.000 to 600.000 Q! 45,125 
600,000 to 800,000 11 67,125 
800,090 to —_- 1.000.000 1214 92,125 
1,000,000 to —- 1,500,000 14 162,125 
1.500.000 to 2,000,000 15! 239,625 
2,000,000 to 2,500,000 17 324,625 
2.500.000 to 3.000.000 18 417,125 
3,000,000 to 3,500,000 20 Sty7125 
3,500,000 to 4,000,060 21 624,625 
4,000,000 to 4.500.000 23 739,625 
4,500,000 to 5,000,000 2414 862,125 
5,000,000 to 6,000,000 26 1,122,125 
6,000,000 to 7,000,000 2714 1,397,125 
7,000,000 to 8.000.000 29 1,687,125 
8,000,000 to 9,000,000 30% 1,992,125 
9,000,000 to 10,000,000 32 Yi Wai 
10,000,000 up BURG? <cwaacks 


Excise and Miscellaneous Taxes 


The rates applicable to these taxes 


are shown in connection with each such 
tax in the article in this issue of the 
JOURNAL which deals with new taxes 
imposed by the Revenue Act of 1932. 
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A New Tax Law for publication must necessarily re- 


After months of animated discus- 
sion and much lobbying the Revenue 
Act of 1932 was written into our 
statute books at 5:00 P.M. on June 6, 
1932. It is the tenth revenue act 
passed by our federal congress in 
twenty-three years and a hasty reading 
of it gives one the impression that it 
is no less complex than any of the pre- 
ceding nine. 

A full understanding of this law 
may not be had for several years, un- 
til the United States Board of Tax 
Appeals and the courts have passed 
on its many ambiguities. Meantime, 
those of us who are specialists in the 
interpretation of tax laws are burning 
the midnight oil in an effort to unfold 
its mysteries, but any attempt to com- 
pile a more or less complete analysis 


quire considerable time. However, the 
major changes in the new law as com- 
pared with the corresponding provi- 
sions in the previous law have been 
briefly outlined for the purpose of this 
special issue of the L. R. B. & M. 
JOURNAL. 

Some of the changes, it is apparent, 
are of sufficient importance to warrant 
each substantial taxpayer giving those 
provisions that apply to him immedi- 
ate and most profound consideration. 
For illustration, corporations having 
subsidiary or affiliated units should de- 
termine now, if possible, whether or 
not to elect to file individual returns or 
a consolidated return; coal, metal and 
sulphur mining companies should in- 
vestigate the effect upon them of the 
new provision relating to depletion al- 
lowance ; taxpayers having a tax basis 
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of property for determination of gain 
or loss on sale or other disposition, or 
for depreciation purposes, should be 
deeply interested in certain provisions 
of this new law; and those who con- 
template creating trusts or making 
gifts should pause long enough to 
ascertain the probable effects of the 
new tax law on the proposed transac- 
tions. A number of the glaring “holes” 


in the old law seem to have been 
“plugged” but without doubt many 


others will be developed in course of 
time. 

No change has been made in the 
statute of limitations, so that the In- 
ternal Bureau will find it 
necessary to draw in its belt a notch 
and run at full speed if it is going to 
administer this new law efficiently 
within the limit of two years from the 
date of filing returns. At least a 
million new taxpayers and many new 
taxes have been added. This, together 
with numerous important changes, will 
make the administration of this law a 
difficult one for the Treasury. 


Revenue 


It has been announced that the new 
revenue act and the pending economy 
bill will ‘“‘balance the budget.’ This 
may be so, but having in mind present 
business conditions the Treasury 
should not be condemned too severely 
if its estimates and computations of 
tax yield are found to be somewhat 
wild. In a period of rising prices it is 
fairly easy for the average business 
man to make profits and it is not too 
difficult, under such circumstances, to 
measure probable profits and there- 
fore tax yield. Our income taxes were 
conceived during the first quarter of 
this century, when the movement of 
prices was generally upward. The ex- 
perience of the Treasury in estimating 
tax yields was gained during that 


period. Now we are in a cycle of 
swiftly declining prices and profits and 
net income have largely disappeared. 
Time alone will tell if the Treasury 
officials have come within “gun shot” 
in forecasting profits under the 
changed conditions. 

The taxes imposed by the new law 
are appalling for peace times but the 
average taxpayer, realizing that our 
country is seriously involved in a 
world-wide economic upheaval, accom- 
panied by unprecedented unemploy- 
ment, will grin and bear the load for 
patriotic reasons. They realize that 
this is purely emergency legislation 
and that new and more equitable bases 
of taxation will be sought within two 
or three years. They also believe that 
federal, and local governments 
will be compelled to adopt retrench- 
ment policies, thereby helping to mini- 
mize the taxpayers’ burdens. 


Tt. B&F. 


state 


A New Tax Book by Colonel 
Montgomery 


ven before the new tax law was 
placed on the statute books on June 
seventh, the question was being asked 
whether Colonel Montgomery would 
not bring out a new edition of his book 
on Income Tax Procedure. Thirteen 
different editions have appeared since 
it was first published in 1916. 

Colonel Montgomery is now work- 
ing on a book which is to be published 
in the early autumn. It will be en- 
titled Comments on the Revenue Act 
of 1932 and will be entirely different 
in make up from the familiar Income 
Tax Procedure. 

Many of the principles underlying 
the interpretations and administration 
of the various income tax laws of the 
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have become well 


established and will apply 


past two decades 
vith equal 
force to the new revenue act. These 
do not require extended treatment in 
the new book. 

Comments on the Revenue Act of 
1932 will be devoted primarily to a 
consideration of 
which are which 
modify materially the provisions of the 
Act of 1928, and of those 
questions arising in the interpreta- 
tion which are still 
unsettled. The change in form will 
make the new book of smaller bulk 
than Jncome Tax Procedure and will 
make its contents interesting read- 
ing as well as authoritative and in- 
forming. 


those provisions of 
the law new, or 
Revenue 


of earlier laws 


The new book will be published by 
Ronald Press Company and announce- 
ment of further details concerning it 
will doubtless be made by that com- 
pany in due course. 


Tax Service 

Some months ago the following let- 
ters to the New York Evening Sun ap- 
peared in different issues of that news- 
paper, with reference to the compu- 
tation of a bonus after allowing for 
income taxes and the proper specific 
credit allowed corporations in comput- 
ing the federal income tax under the 
Revenue Act of 1928: 


Bonus and Income Tax 


To the What Do You Think Editor—Sir: 
At the end of each year a big concern has 
a man-sized problem on its hands, due to the 
arrangements for the bonuses of the president 
and sales manager. 

The president is to get as a bonus 8 per 
centum of the first $50,000 of the net income, 
plus 5 per centum of the remainder of the 
income. In calculating the 5 per centum we 
should subtract from net income the bonus of 
the president, the bonus of the sales manager 


POO rN AL 


[The sales manager is 
to get as a bonus 6 per centum of the first 
$50,000 of the net income, plus 3 per centum 
of the remainder of the income. Again, in 
calculating the 3 per centum we should sub- 
tract from net income the bonus of the presi- 


and the income tax. 


dent, the bonus of the sales manager and the 
income tax. 

The income tax is calculated as follows: 

The exemption from net income for a cor- 
poration is $25,000. From the remainder of 
income we are to subtract the two 
but not the income tax. This result 
is taxable at 12 per centum. 

If the net income of the corporation before 
any deductions are made is $200,000 
late each bonus and the 


the net 


bonuse S, 


calcu- 
income tax. 


1 MR. 


Done by Deduction 

lo the What Do You Think Editor—Sir: 

llow. me to submit my answer to I. M. R.’s 
problem of recent date. 

This problem is interesting and peculiar 
in that it is necessary to deduct all the items, 
president’s bonus, sales manager’s bonus and 
income tax before | 


eing able to compute the 
president’s bonus, and the sales manager’s 


bonus. While it is only necessary to deduct 
the two bonuses from the taxable income to 
be able to compute the income tax. The 
answer is: 

President’s bonus.................-$9,738.04 
Sales managers bonus... ......<. 6s. 6,442.82 
WMTEONE! <3 ch cace culo snr aie ee 19,058.30 

L. & 


Call in an Accountant 

To the What Do You Think Editor—Sir: 
My solution of the “man-sized problem” of 
the big concern which has a net income of 
$200,000 and must provide bonuses for the 
president and sales manager would be the 
calling in of a public accountant. Possibly 
your correspondent is unaware that an expert 
could solve this problem accurately and 
quickly, as well as inexpensively. Your cor- 
respondent states that the exemption from 
net income for a corporation is $25,000. If 
he uses this figure on the corporation’s in- 
come tax blank he’ll be hearing 
Internal Revenue 


from the 
Bureau—subsequently. 
(For your information, a corporation’s ex- 
emption is only $6,000.) 


B. <3: 
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All Mixed Up 


To the What Do You Think Editor—Sir : 
Your correspondent, B. C. S., in The Sun 
of October 31 suggests that an expert ac- 
countant could solve the “man-sized problem” 
of the big concern which has a net income 
of $200,000 and must provide bonuses for the 
president and sales manager. 

I am not suggesting at this time just how 
this problem can be solved, but I am writing 
to contradict the information submitted to 
you by B. C. S. as regards a corporation’s 
Federal income tax exemption. B. C. S. 
suggests that the previous correspondent 
claimed an exemption of $25,000 for a cor- 
poration and that if he used that figure on 
a corporation income tax blank he would 
hear from the Internal Revenue Bureau— 
subsequently ; and suggests for the editor’s 
information that a corporation exemption is 
only $6,000. 

B. C. S. should be advised that if he used 
the figure of $6,000 as the exemption on a 
corporation’s tax blank he would hear from 
the Internal Revenue Bureau—presently, not 
subsequently. For his information, a cor- 
poration exemption is only $3,000. 

Mm... S: 


B.C. S.1Is Away Off 


To the What Do You Think Editor—Sir: 
The letter of B. C. S. appearing in your 
paper of Saturday, October 31 wherein he 
gives a solution to the problem of the con- 
cern having a net income of $200,000 has at- 
tracted my attention. He has given the 
correct solution, ie., call in an accountant. 

But, when it comes to giving advice and 
information on the income tax laws, he might 
at least correctly inform himself before giv- 
ing this information to others. 

First, a corporation having a net taxable 
income of $200,000 is not entitled to any 
exemption. The exemption applies only to 
corporations having a net taxable income of 
$25,000 or less there, being an adjustment in 
cases where the net income slightly exceeds 
$25,000. 

Second, the exemption allowed corpora- 
tions is not $6,000 but is only $3,000. My 
advice to B. C. S. is not to attempt to give 
information on matters pertaining to special- 
ized work unless he is sure of his facts. 


Ce Ae 


Five different answers were given to 
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what, on its face, appeared to be a 
simple question. We have reference 
to the specific exemption allowed cor- 
porations in computing the income tax. 

It is not our purpose to scoff at the 
answers furnished. We merely use the 
above as an illustration to point out the 
pitfalls encountered in the application 
or interpretation of the federal tax 
law. 

The Revenue Act of 1928, which 
was effective at the time the above cor- 
respondence took place, has now been 
superseded by the Revenue Act of 
1932. There have been a number of 
revenue acts passed by Congress 
since the Revenue Act of 1918 (the so- 
called war measure), but seldom have 
so many changes been made, and so 
many new taxes imposed, at one time, 
as those incorporated in the new rev- 
enue act. 

From the foregoing it is readily un- 
derstood why the business man feels 
the need of advice and guidance in 
dealing with his tax problems. It is 
here that the accountant has found a 
field of fruitful service to his clients. 
Good advice at the right time may 
avoid excessive payments of tax. 
When additional taxes are proposed 
by the Treasury, or when it appears 
that tax may have been overpaid, the 
accountant may again render effective 
service. This requires the maintenance 
of a trained organization which is 
thoroughly conversant with the tax 
law and keeps currently informed con- 
cerning new decisions of the Treasury, 
the Board of Tax Appeals and the 
courts. In the case of our firm, we 
have also found our Washington office 
to be of great assistance in securing 
the best results for our clients. The 
Washington office keeps in close con- 
tact with the various divisions of the 
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Treasury and thus keeps our other of- 
fices currently informed on_ federal 
income and estate tax matters and of 
other matters of interest to us concern- 
ing the various government depart- 
ments at Washington. 

This constant contact with those 
having in hand the cases of our clients 
obviously affords the best opportunity 
for full presentation and adequate con- 
sideration of such cases. 

Taxes in the various states have also 
become of increasing importance dur- 
ing the past decade. Our clients have 
more and more called on us for advice 
in state tax matters and for the hand- 
ling of protests against proposed addi- 
tional taxes or of claims for refund of 
taxes which may have been overpaid. 

With business conditions as they 
are, and with taxes both federal and 
state at high levels, it is evident that 
we must be prepared for calls of all 
kinds on tax matters. The experience 
of our various offices in this field, in 
addition to our long and broad experi- 
ence in general accounting, should en- 
able us to respond effectively to any 
call which may come to us. 


New Taxes Imposed 
(Continued from Page 11) 

The admissions and on 
issues and transfers of stocks are not, 
strictly speaking, new taxes, but in the 
case of admissions the 1932 Act ap- 
plies it more widely than previously, 
and in the case of issues and transfers 
of stocks, the rates are so much higher 
than heretofore, that it seemed desir- 
able to include reference thereto in this 
article. 

Expected Revenue: It is expected 
that these so-called new taxes as enum- 
erated above will yield during the 


taxes on 
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remainder of 1932 a total revenue of 
approximately $823,500,000, distrib- 
uted as follows: 

Gift taxes 

Manufacturers excises 
Tariffs 

Telegraph, telephone, radio 


5,000,000 
256,500,000 
6,500,000 


22,500,000 
42,000,000 
39,000,000 
150,000,000 
8,000,000 
10,000,000 
78,000,000 
500,000 
45,500,000 
160,000,000 
$823,500,000 


Admissions 

Electrical energy 

Gasoline 

NURI ONE ONES oo ao vcs cme covees 
Safety deposit boxes............ 


Boats 
Stamp taxes 
Postage 


Other existing excise, stamp and 
miscellaneous taxes in effect under the 
existing law and not referred to in this 
article as ‘““new taxes”, such as tobacco 
taxes, the taxes on dues and initiation 
fees and the stamp tax on playing 
cards, passage tickets, ete., are con- 
tinued in effect at the same rates. 


Significant Changes in Law 
(Continued from Page 5) 


Effective Date of Income Tax 
Provisions 


Unless otherwise stated, the changes 
in the income tax law are effective for 
the calendar year 1932 and subsequent 
years. In the case of fiscal years end- 
ing in 1932 the tax must be a propor- 
tion of the tax for the entire year 
computed under the 1928 law plus a 
proportion of the tax for the entire 
year computed under the new law, the 
proportions depending upon the num- 
ber of months of the fiscal year falling 
in the calendar years 1931 and 1932, 
respectively. 
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